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Abstract 
The purpose of this study was to establish whether payment delays affect financial performance of construction firms. 
The study employed cross sectional research design, stratified simple random sampling and census survey of 32 
construction firms. The study relied on secondary data from audited financial reports. Data was analyzed using both 
descriptive and inferential statistics - multivariate analysis. There was no statistical significant effect between delayed 
payments and financial performance as measured by Net profit margin and current ratio, probably other factors or 
measures such as management style and strategies could have affected the two variables. Our conclusion however, is 
that late payments in commercial transactions by the public or generations  and private entities have detrimental effects 
on the business environment,  especially by exacerbating the burden of already financially constrained firms which can 
ultimately push them out of business. The study was only limited to one financial year and construction firm. 
Keywords: payment delays, net profit margin, current ratio, construction firms 
1. Introduction 
1.1 The Study Problem 
Payment Delays result into deterioration of firms’ financial performance. Efficient and timely payments to organizations 
is a significant factor leading to enhanced financial performance since the cash flow position of an organization 
determines its success or failure (Jiang, 2010;Hasmori,  Ismail and Said 2012). Delayed payment can threaten the 
survival of any organization as it becomes difficult to budget without a clear cash flow projection, hence distorting all 
financial plans and expected revenue flow, suggesting that firms find it difficult to break even, eventually resulting into 
liquidation (Hamid, Zakaria, Badroldin, Raman and Mohandes, 2016). It is important that firms closely observe and 
manage their receivables since prolonged payment delays create more cash flow problems that results into delays in 
completing projects (Abdul-Rahman, 2009).Cash flow is therefore the primary indicator of a business financial health 
(Nasser, 2013). Payment delays should be prudently managed by firms since Arrears are found to weaken private sector 
activity and undermine financial stability. Importantly, arrears reduce the ability of fiscal policy to support the economy, 
by reducing (even turning negative under some circumstances) the multiplier effect of government spending (Diamond 
and Schiller 1993). 
1.2 Why Payment Delays 
Wuni, Boafo and Kumi (2017) refer to payment delays as honouring payments at a later time other than the stipulated 
contract period. Diamond and Schiller (1993) defined payment delays as the difference between obligations due to 
suppliers and the government’s ability to discharge these obligations in a timely fashion in a given financial year. Flynn 
and Pessoa (2014) defined payment delays from a public context as government liabilities accrued from goods, services 
and fixed assets supplied by suppliers.  The concept is well though as is an important concept in financial management 
and reporting. A late payment delay generally occurs when the collection period exceeds the credit period granted to 
customers. We anchored  the study on agency theory by Jensen and Meckling(1976) and Wreckers’ theory of financial 
distress by Campbell, Hilscher and Szilagyi (2006).The agency theory postulates how the project owner, as the principal, 
relates with the  Contractor, as the agent being contracted in a specified contract, by delegating services to him, so as  to 
construct infrastructural facilities on his behalf (Ceric, 2012; Eisenhardt, 1989).This theory seeks to address the conflict 
that might arise from the payment delays and how it might affect the contractors financial position. On the other hand, 
Wreckers’ theory of financial distress advances that, benefits that may arise out of financial distress to stakeholders do not 
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necessarily attribute negative surplus returns of distressed firms, especially to firms which are less efficient. This theory 
attributes to the fact that payment delays under ideal conditions might result into financial distress, nevertheless, does not 
necessarily affect all stakeholders negatively, as some of them may benefit during times of bankruptcy proceedings 
(Kalckreuth, 2005). However, it is important to note that when describing the issue of late payments, the difference 
between two related concepts need to be taken into account: payment duration and payment delay. The former refers to 
the effective actual duration in payment incurred by the different public and private agents; the latter refers to the delay 
which is obtained as the difference between duration and the agreed contractual terms (Connell 2014). 
The construction firms contribute to a wider spectrum of the country’s economy by providing a multiplier effect to other 
industries through infrastructural activities and facilities. However, in as much as there are derived benefits from this 
construction firms, there are inherent problems which have been experienced by this firms such as payment delays. 
Although infrastructural spending has been increasing in the country over the years, inefficiencies as exhibited in project 
assessment, choosing, execution, procurement evaluation and matters pertaining to purchasing land in public investments 
restricted productivity gains from the development spending which in turn increased capital expenditures which were 
reportedly to have narrowed the fiscal space (Kenya Economic Update, 2017).Most of the construction firms in Vihiga 
County have been forced out of business as others have become bankrupt, whereas others have had their properties 
auctioned by financiers, and worst of it, being that some firms have lost subsequent contracts from Vihiga clients due to 
non-performance, as a consequence of the delayed payment of their invoices (Auditor General’s Special Report on 
Pending Bills of the County Government of Vihiga,2019).pending bills pose as the greatest economic policy challenge in 
Vihiga County, especially to suppliers and contractors, which is a potentially critical factor behind struggling SME’s, 
many of which seek credit facilities to finance and expand their business operations (Vihiga County Fiscal Strategy Paper 
2019). 
Flynn and Pessoa (2014) opined that payments delays could arise out of a particular legal obligation or a specific 
contractual commitment to pay, whereas arrears are subsets of payables that remain unsettled past a clearly defined cut-off 
date for payment. Delays are experienced basing on the time frame, since various project contracts usually have different 
time schedules.  
1.3 The Value of the Study   
Delays in payments in business to business and government to business transactions generally have an adverse effect on 
the cash-flow of firm and can cause firms, particularly small ones, to seek extensions of their overdraft facilities and 
increase their borrowing (Connell 2014). Payment delays by a single party may impact on the entire supply chain of 
payment of another party and hence creates cash flow problems (Kwame 2011; Lip, 2003). Delayed payment issues 
usually become problematic to handle as there is no straightforward statistics on the effect of payment delays on economic 
performance of a business (Cramer, 1972). Nonetheless, prompt payment is the engine behind superior financial 
performance of any firm.  However, scholars are still divided as to whether delayed payment significantly and negatively 
affects financial performance (Kwame, 2011; Checherita et.al. 2015; Flynn and Pessoa, 2014). And on that note, the 
current study provides a spring board on the significance of trade creditor as a major source of short-term financing 
practices among firm in Kenya. However, much has not been done on construction firms in Kenya due to lack of available 
and reliable data. The results of the study have greater implications on theory building, policy makers and management 
practice in terms of business processes and efficient operations in financing business activities. 
2. Payment Delays and Financial Performance 
There are mixed results from extant literature on delayed payments. A longitudinal study by Checherita, et.al, (2015) 
found out that payment delays to private sector by the government led to a greater likelihood of bankruptcy and 
declined profits. Another study conducted by Abdul-Rahman (2009) on cash flow management  with respect to project 
delays, found out that  the major factor that contributed significantly to delayed project was difficulties in managing 
cash flow , coupled with inadequate resources, late payment, and the instability of the financial markets, caused majorly 
by client’s inability to manage finances as well as the entire business, similarly, the clients strained while struggling to 
acquire loans from financiers, altogether combined with the contractors instable financial background, all which 
contributed to delays. Aibunu and Jagboro (2002) found out that the effects of construction delays on project delivery 
ranged from constant disagreement, adjudication, total project desertion, prevailing law suits to time and budget 
overruns. A survey by Mezher and Tawil (1998) established that owners had serious financial issues which in turn 
impacted on project delay. Similarly, a survey by Assaf and Al-Hejji (2005) established that delay in paying contractors 
followed by severe cash problems during the construction process caused delays in large construction projects. Another 
Survey conducted by Mansfield (1994) sought to establish what caused delays in projects under construction and found 
out that failure by the client to finance and pay basing on completed works, as well as inability to manage the contract 
efficiently, constantly changing site conditions, inadequate site materials as well as inappropriate planning caused 
delays. In the same vein, Obodoh and Obodoh (2016) studied project delay causes and reviewed also the resultant 
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effects and found out that contractors were faced with problems of deriving interim payments, hence resulting into 
financial difficulties which when summed up alongside other factors impacted greatly on project delays. On the same 
breadth, Odenigbo (2018) by using descriptive cross sectional study, sought to establish what caused delayed payments 
and the resultant effects thereof and found out that constant disagreements on valuation of works together with poor 
quality of works caused payment delays, whereas payment delays therefore resulted into delayed project progress in 
instances where project time was extended, ultimately leading to suspended works. Achode and Rotich (2016) 
conducted as study to assess the effects of accounts payable on financial performance of publicly listed manufacturing 
companies at NSE, Kenya. The results from this research suggested that in most of the manufacturing firms listed at the 
NSE, there was a direct positive relationship between Accounts Payable and the dependent variable, Profitability and 
Liquidity, supporting the Pecking Order Theory. Similarly, a survey by Kwame (2011) found out that delay in payment 
created stress to contractors, which eventually lead to conflicts, hence creating cash flow problems on all parties to the 
contract. A causal comparative design study by Okeyo et al (2015) found out that delayed payment to the contractors 
resulted into ripple effects downward the contractual hierarchy, ultimately impacting on the completion of the projects 
within the set time, budget and quality as a consequence of contractors’ constrained cash flow. A cross sectional study 
by Akisinku and Ajayi (2016) delineated main causes of delayed payment to contactors on construction project delivery 
to be unrealistic cash flows, errors in claims, financial difficulties and dispute on valuation of works . On the same 
breadth, a survey by Seboru (2015) established causes of project delays to be influenced majorly by the clients’ payment 
delays, followed by slow decision making, bureaucracy, amongst other causes which also amounted to delays. A 
descriptive survey by Akali and Sakaja (2018) found out that contractor’s capacity to complete projects was dependent 
upon a strong financial performance as indicated by profits. A study by Halim et.al (2014) analyzed financial 
performance and found out that shortage of capital to finance projects, small profits, and higher debt as well as reduced 
efficiency in asset management contributed to poor financial performance. A longitudinal study by Bhunia.et.al (2011) 
assessed the financial performance analysis using ratios of profitability, solvency, and efficiency, liquidity, operating 
efficiency and financial stability and found out that ratios provided the best financial performance measures. 
Woldesenebt (2011) similarly carried out comparative studies on financial performance of banks using profitability, 
liquidity, and solvency and efficiency ratios. An ex post facto study by Nwakaego and Ikechukwu (2016) revealed that 
there was no effect of accounts payables ratios on profitability. 
A study by Checherita et al (2015) on the payment discipline of governments to private sector, found out that payment 
delays led to a greater likelihood of bankruptcy, liquidity problems and declined profits. Abdul-Rahman (2009) 
reviewed financial related causes from the project delivery perspective, while Seboru (2015) reviewed the factors causing 
delays but from project delivery dimension, whereas other studies, embarked on causes and effects of delayed payments 
( Odenigbo, 2018; Obodoh and Obodoh, 2016; Okeyo et al ,2015; Kwame, 2011; Assaf and Al-Hejji, 2005; Aibunu and 
Jagboro 2002; Mezher and Tawil 1998; Mansfield, 1994), with some studies in Kenya zero-in to road contractors (Akali 
and Sakaja, 2018; Mwangi, 2016; Seboru, 2015) whereas other studies focussed only on financial performance (Bhunia.et. 
al 2016; Muna, 2015; Halim.et. al 2014; Woldesenebt, 2011).With some studies relating accounts payables and financial 
performance(Nwakaego and Ikechukwu,2016).Some studies corroborated data analysis techniques such as Bayesian 
vector Auto Regression (Checherita.et.al 2015), whereas others used Relative Importance Indices (Akisinku and Ajayi, 
2016).Many studies had been carried out on payment delays to construction firms globally for instance in different states 
for instance in Nigeria, Ghana, Malaysia, Lebanon, Saudi Arabia and many other states. It is paramount to note that the 
performances of many firms doing businesses with the government are in tribulations since Part of the problem is that 
many businesses aren’t aware of the consequences of not paying a supplier on time. Specifically for small companies 
that don’t have the luxury of being able to absorb these costs, the fallout is quite devastating. Late payments can have 
significant impacts on smaller businesses, as their cash flow does not allow them to carry out business as usual without 
a steady flow of funds coming in (Miller and Wongsaroj 2017). However, in the contrary (Miad and Smith1992) find size, 
concentration, and credit standing of the firm's traded debt is important in explaining the use of factoring, accounts 
receivable secured debt, captive finance subsidiaries, and general corporate credit. 
2.1 Conceptual Framework 
This conceptual framework describes the diagrammatic representation that visualizes how variables interrelate with each 
other. The independent variable being the payment delays is indicated by payment arrears. The dependent variable of the 
study being financial performance is indicated by Profitability (Net Profit Margin) and Liquidity (Current ratio). Thus, 
figure 2.1 shows the conceptual model of the relationship between payment delays and financial performance of 
construction firms in Vihiga County, based on the premise that any change in the independent variable will result in the 
change in the dependent variable (Kothari, 2004). 
Figure 2.1. Conceptual Model showing relationship between Payment Delays and Financial performance. 
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Figure 2.1. Conceptual Model 
Source: (Researchers, 2019) 
 
3. Methods  
The study adopted cross sectional research design and stratified simple random sampling. The stratified simple random 
sampling was employed on the sampling frame of 40construction firms except for the Installation and maintenance of 
street light services where census survey was employed. The study used SPSS version 25, where descriptive statistics 
measures such as mean, standard deviation (SD), minimum and maximum were analysed and presented in tabular format. 
The study also employed inferential statistics using multivariate analysis of the general linear model to explore the nexus 
between independent and dependent variable. Each individual dependent variable indicator (NP and CR) was examined 
under the variation of arrears.  
3.1 Data Analysis, Results and Discussion 
The information collected was analyzed and presented in Table1. The results for the year 2017 indicated the amount of 
arrears to have a minimum of Ksh. 57,998, a maximum of Ksh. 43,615,369, a mean of Kshs.5, 087,694 and a standard 
deviation (SD) of Kshs.7, 520,168.This implied that the average amount of arrears for the 32 Firms was Ksh. 5,087, 694, 
while the amounts of arrears were spread by Ksh. 7, 520, 168 away from the mean, which explained how different firm 
arrears largely deviated from each other. The results also indicated Current Ratio (CR) to have a minimum of 0.00, a 
maximum of 8.49:1, a mean of 2.63:1 and an SD of 2.43:1.This implied that the average firms’ CR was 2.63:1, with a 
deviation of 2.43% from the mean, 2.43% was a very small deviation from the mean which simply implied that most of 
the firms CR tended to approach the mean at a closer range. Most of the firms were operating their CR, slightly above 
the acceptable industry average CR of 2:1, suggesting that they were in a better liquidity position, slightly higher than 
the industry average, suggesting that they had outright ability to settle off their short term debts with their current assets. 
Similarly, results for Net Profit Margin (NP) indicated a minimum represented by a net loss of 1.42%, a maximum of 
79.51%, a mean of 18.32%, an SD of 15.9%.The firms’ average NP was 18.32% of the Sales made and an average NP 
deviation of 15.89% of their sales. This therefore implied that most of the firms made an average NP of 18.32% from 
sales made, which was way above the industry average of 10%, however, most of the firms NP varied greatly from their 
average mean by 18.32%.The high NP margin suggested that the firms’ were better placed to settle off their costs from 
the revenues received from other accounts receivables not necessary from those who delayed their payments. 
3.2 Amount of Arrears, Class of Arrears, Current Ratio and Net Profit Margin  
Table 1. Descriptive Statistics for Amount of Arrears, Class of Arrears, Current Ratio and Net Profit Margin 
Statistics 
 Amount of arrears in millions Class of arrear Current Ratio Net profit margin 
N Valid 32 32 32 32 
Missing 0 0 0 0 
Mean 5087694.28 2.5625 2.630525 .183150 
Std. Deviation 7520168.359 1.47970 2.4316922 .1589724 
Minimum 57998 1.00 .0000 -.0142 
Maximum 43615369 6.00 8.4930 .7951 
Source: SPSS Research Data (2019)  
 
We employed multivariate analysis to determine whether there were any differences between independent groups on the 
two dependent variable indicators. The results are presented in Table 2. 
Financial Performance 
 Profitability 
 Liquidity 
Payment Delays 
Payment Arrears 
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3.3 Net Profit and Current Ratio by Classes of Arrears 
Table 2. Multivariate Tests for Net Profit and Current Ratio by Classes of Arrears 
Multivariate Tests 
Effect Value F 
Hypothesis 
d.f Error d.f Sig. 
Partial Eta 
Squared 
Noncent. 
Parameter 
Observed 
Power 
Intercept Pillai's Trace .668 25.197b 2.000 25.000 .000 .668 50.394 1.000 
Wilks' Lambda .332 25.197b 2.000 25.000 .000 .668 50.394 1.000 
Hotelling's Trace 2.016 25.197b 2.000 25.000 .000 .668 50.394 1.000 
Roy's Largest 
Root 
2.016 25.197b 2.000 25.000 .000 .668 50.394 1.000 
Class Pillai's Trace .387 1.248 10.000 52.000 .284 .194 12.480 .571 
Wilks' Lambda .642 1.238b 10.000 50.000 .291 .198 12.381 .564 
Hotelling's Trace .511 1.225 10.000 48.000 .299 .203 12.254 .555 
Roy's Largest 
Root 
.394 2.048c 5.000 26.000 .105 .283 10.239 .585 
Source: SPSS Research Data (2019) 
 
Table2 presents the MANOVA results. The Wilks Lambda criteria revealed no significant difference in means of class 
of arrears with respect to NP and CR, Wilks lambda =.642, F (10, 50) =1.238, p=.291.Multivariate partial Eta=.198. 
P>0.05.The significant value of 1.238 was greater than the set alpha value of 0.05, indicating that they do not contribute 
to the model as there was no between group dispersion between their means, which implied that there was no statistical 
significance of either NP or CR  when compared on arrears in different classes. 
 
Table 3. Univariate ANOVA Summary Table of Class of Arrear with Net Profit and Current Ratio 
Tests of Between-Subjects Effects 
Source 
Dependent 
Variable 
Type III 
Sum of 
Squares D.f 
Mean 
Square F Sig. 
Partial Eta 
Squared 
Noncent. 
Parameter 
Observed 
Power 
Corrected 
Model 
Net profit 
margin 
.163a 5 .033 1.361 .271 .207 6.806 .402 
Current Ratio 34.078b 5 6.816 1.187 .342 .186 5.937 .352 
Intercept Net profit 
margin 
.547 1 .547 22.922 .000 .469 22.922 .996 
Current Ratio 146.914 1 146.914 25.597 .000 .496 25.597 .998 
Class Net profit 
margin 
.163 5 .033 1.361 .271 .207 6.806 .402 
Current Ratio 34.078 5 6.816 1.187 .342 .186 5.937 .352 
Error Net profit 
margin 
.621 26 .024 
     
Current Ratio 149.229 26 5.740      
Total Net profit 
margin 
1.857 32 
      
Current Ratio 404.736 32       
Corrected 
Total 
Net profit 
margin 
.783 31 
      
Current Ratio 183.307 31       
Source: Research Data (2019) 
 
Table 3 revealed one-way UNIANOVA results which indicated that the effects between class of arrears did not 
significantly vary with NP, F (5, 26) =1.361, p=.271 since p>0.05; Partial Eta squared was .207, which indicated that 
20.7% of the variance associated with each of the main effects and error was accounted for by the NP, however, not 
very significant since p>0.05. Similarly, the effect between class of arrears did not significantly vary with CR, F (5, 26) 
=1.187, p=.342 since p>0.05; partial Eta squared was .186, which indicated that 18.6% of the variance associated with 
each of the main effects and error was accounted for by the CR. Suggesting   that the percentage variance in 
individual dependent variable indicators (NP and CR) could not be explained by differences in levels of the independent 
variable (Payment arrears classes), implying that these effects contributed more to the model. Examination of post hoc 
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results revealed in Appendix 1, further revealed that there was no statistical difference between class of arrears and NP 
and between class of arrears and CR. 
The effects between Class of arrears did not significantly affect NP since F (1.361) =.271 since p>0.05, similarly, 
effects between class of arrears did not significantly affect CR since F (1.187) =.342 since p>0.05. Suggesting   that 
the percent variance in individual dependent variable indicators (NP and CR) could not be explained by differences in 
levels of the independent variable (Payment arrears classes), implying that these effects contributed more to the model. 
3.4 Effects between Amount of arrears and Net Profit 
Table 4. Tests of Between-Subjects Effects between Amount of arrears and Net Profit 
Tests of Between-Subjects Effects 
Dependent Variable:   Net profit margin 
Source 
Type III Sum of 
Squares D.f Mean Square F Sig. Partial Eta Squared 
Corrected Model .004a 1 .004 .166 .687 .006 
Intercept .794 1 .794 30.569 .000 .505 
Amount .004 1 .004 .166 .687 .006 
Error .779 30 .026    
Total 1.857 32     
Corrected Total .783 31     
Source: Research Data (2019) 
 
As shown in table 4, tests of between-subjects effects of Unit Anova of the General Linear Model between independent 
variable (Amount of Payment arrears) and the NP indicated a partial Eta squared of 6% with an adjusted partial Eta 
squared of -2.8%.This implied that amount of payment arrears in the model explains a .6% change in NP which is not 
statistically significant, while the other 99.4% change could be explained better by other variables if they could have 
been fitted in the model. As shown in table 4.4, the tests of between subject effects analyzed data was used to generate 
inferences,  which indicated F statistics, F(1,30)=.166,p=.687,implying that the main small effect sizes of payment 
arrears was not statistically significant, since p>0.05. (According to Richardson, 2011), small effect sizes range 
from .0099 and below). 
 
Table 5. Parameter Estimates of Arrears and Net Profit 
Parameter Estimates 
Dependent Variable:   Net profit margin 
Parameter B Std. Error T Sig. 
95% Confidence Interval Partial Eta 
Squared Lower Bound Upper Bound 
Intercept .191 .035 5.529 .000 .121 .262 .505 
Amount -1.569E-9 3.849E-9 -.408 .687 -9.429E-9 6.292E-9 .006 
Source: Research Data (2019) 
 
Table 5 indicates an intercept value when the NP was set to 0.Thus the intercept was equivalent to the mean NP. The 
NP coefficient was the predicted increase in NP for a unit increase in arrears. Since the amount of arrears value of 1 was 
those amounts of arrears, this coefficient represented the change in the estimated NP for those construction firms 
compared to those without payment arrears.  -1.569E-9 value was the difference between the two means, suggesting 
that adding it to the constant provided the mean of arrears. Taking the total population of construction firms, 
significance level was not of vital importance however if by chance the conceptualization of the current situation could 
have prevailed as though it was from sampling of hypothetical population, the p-value of .687 would indicate that very 
lower likelihood that the coefficient was likely to result from the probability of choosing the random samples from the 
hypothetical populations with same means. P value of parameter estimates is similar to those of F test of between 
subject test of amount of arrears and NP. The F value was the square of the Z value. The standard error of .035 
represented the difference between the population mean and the sample mean which was very small. it implied the 
estimated standard deviations of residuals, which suggested that approximate .035 were predicted errors for residuals, 
which was very small, implying that the predictions were accurate as possible. The lower bound was .121 whereas the 
upper bound was .262.This was derived by taking into account the mean of the sample population which was a point 
estimate of the  mean of the entire population, which ideally could not be the same as the entire population mean, 
hence requiring an interval estimate to approximate the population mean, which was a given amount either added  or 
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subtracted from the sample mean, creating a margin of error in order to obtain a lower and an upper bound for the 
interval estimate, hence a confidence interval for the entire population mean,  which therefore suggested that we were 
confident that the mean of the entire population  was between the lower and upper bounds of the confidence interval. 
3.5 Effect of Amount of Arrears on Current Ratio 
Table 6. Tests of Between-Subjects Effects between Amount of Arrears and Current Ratio 
Tests of Between-Subjects Effects 
Dependent Variable:   Current Ratio 
Source 
Type III Sum of 
Squares D.f Mean Square F Sig. 
Partial Eta 
Squared 
Corrected Model 6.837a 1 6.837 1.162 .290 .037 
Intercept 188.898 1 188.898 32.113 .000 .517 
Amount 6.837 1 6.837 1.162 .290 .037 
Error 176.470 30 5.882    
Total 404.736 32     
Corrected Total 183.307 31     
 
As shown in table 6 tests of between-subjects effects of the General Linear Model between independent variable 
(Amount of Payment arrears) and the CR indicated a partial Eta squared of 3.7% with an adjusted partial Eta squared of 
0.5%.This implied that amount of payment arrears in the model explained a 3.7 % change in CR, while the other 96.3 % 
change could be explained better by other variables when fitted in the model. As further shown in table6 of the General 
Linear Model, analyzed data   was used to generate inferences, indicating F statistics, F(1,30)=1.162,p=.29, implying 
that the medium  effect sizes of payment arrears were not statistically significant, since p>0.05.(According to 
Richardson, 2011), medium effect sizes range  above .0099 and below .0588). 
 
Table 7. Parameter Estimates of Arrears and Current Ratio 
Parameter Estimates 
Dependent Variable:   Current Ratio 
Parameter B Std. Error T Sig. 
95% Confidence Interval Partial Eta 
Squared Lower Bound Upper Bound 
Intercept 2.948 .520 5.667 .000 1.886 4.011 .517 
Amount -6.245E-8 5.793E-8 -1.078 .290 -1.807E-7 5.585E-8 .037 
Source: SPSS Research Data (2019) 
 
Table 7 indicates an intercept value when the CR was set to 0.Thus the intercept was equivalent to the mean CR. The 
CR coefficient was the predicted increase in CR for a unit increase in arrears. Since the Amount of arrears value of 1 
was those amounts of arrears, this coefficient represented the change in the estimated CR for those construction firms 
compared to those without payment arrears.  -6.245E-8 value was the difference between the two means, suggesting 
that adding it to the constant provided the mean of arrears. Taking the total population of construction firms, 
significance level was not of vital importance however if by chance the conceptualization of the current situation could 
have prevailed as though it was from sampling of hypothetical population, the p-value of .290 would indicate that very 
lower likelihood that the coefficient was likely to result from the probability of choosing the random samples from the 
hypothetical populations with same means. P value of parameter estimates is similar to those of F test of between 
subject test of amount of arrears and CR. The F value was the square of the Z value. The standard error of 5.793E-8 
represented the difference between the population mean and the sample mean which was very small. it implied the 
estimated standard deviations of residuals, which suggested that approximate 5.793E-8 were predicted errors for 
residuals, which was very small, implying that the predictions were accurate as possible. The lower bound was 
1.186whereas the upper bound was .4.011.This was derived by taking into account the sample mean which was a point 
estimate of the population mean, which ideally could not be the same as the population mean, hence requiring an 
interval estimate to approximate the population mean, which was a given amount either added  or subtracted from the 
sample mean, creating a margin of error in order to obtain either a lower and an upper bound  for the interval estimate, 
hence a confidence interval for the population mean,  which therefore suggested that we were confident that the 
population mean was between the lower and upper bounds of the confidence interval. 
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4. Discussions  
Results from descriptive statistics clearly revealed that the construction firms Mean NP and mean CR were way above 
the industry average, which suggested that as far as the firms had payment arrears, their financial performance still 
levelised, which implied that payment delays had no significant effect on either NP or CR. Similarly, results from 
multivariate analysis indicated no statistical significant effects between payment arrears and financial performance. 
These findings are inconsistent with Achode and Rotich (2016) who found out that an increase in accounts payables as 
trade credit enhanced performance of companies through increased profitability. In the same vein, this study finding is 
inconsistent with Flynn and Pessoa (2014) and Diamond and Schiller (1993) who found out that prolonged delays in 
public payments negatively affects private sector liquidity and profits and in the long run growth gets affected. 
Nonetheless, this findings are in tandem with Checherita.et al (2015)who found out that paying a bill only moved 
liquidity across firms, but did not affect combined private sector liquidity implying that whether payment arrears are 
made or not, there exists no effect between payments and liquidity. These study findings are also in tandem with 
Nwakaego and Ikechukwu (2016) who also revealed that there was no effect of accounts payables on profitability. 
Similarly, this study finding coincide with Cramer (1972) who posited that delayed payment issues usually become 
problematic to handle as there was no straightforward statistics on the effect of payment delays on economic performance 
of a firm. Maybe other measures could have given different results, since according to Carton and Hofer (2010) they were 
of the opinion that there was no concurrence concerning the best or even subtle measures of financial performance, as 
there have been no existing study that had successfully proposed and empirically tested a generalizable multidimensional 
model of organizational financial performance constructs and their appropriate measures. Similarly, as far as the results 
indicate to effect, probably in the long run of delayed payments, the effects might appear more significant, as it also 
becomes very difficult to detect whether firms are under financial distress, since according to Outecheva, (2007) who 
supposed that the most trickiest bit about financial distress is to detect unfavourable processes beforehand so as to gain 
more time for response. Similarly, the effect of overpricing to cover for premiums on interest expenses according to 
Diamond and Schiller (1993) could have probably created effects which cancelled each other, since the action of 
overpricing to earn more income, cancelled the effect of increased expenses such as interest expenses. Which basically 
indicated that no effect existed between payment delays and Financial Performance? These study findings were therefore 
in tandem with Nwakaego and Ikechukwu (2016) who posited that an increase in accounts payable did not have any 
influence on profitability. The study findings concurred with Checherita.et al (2015) who found out that paying a bill only 
moved liquidity across firms, but did not affect composite private sector liquidity implying that whether payment arrears 
are made or not, there exists no effect between payments and liquidity, probably there existed other factors such as 
management styles and strategies which could have affected the variables. 
5. Conclusion, Recommendations and Limitations 
We sought to determine whether payment delays affected financial performance of construction firms in Vihiga County. 
The objective was successfully achieved by obtaining data from the year 2017 audited financial statements of the 32 
individual construction firms. From the study findings, Descriptive statistics revealed that there was no effect between 
payment arrears on either NP or CR. similarly, inferential statistics using Multivariate Tests for NP and CR with classes 
of arrears revealed that there was no statistical significant difference between means of Payment Arrears with NP and 
CR. Similarly, Univariate ANOVA analysis revealed that there exist no statistical significant differences between 
classes of arrears with NP and CR under separate cases. Whereas Tests of Between-Subjects Effects between Amount 
of arrears with NP and CR indicated no effects between those variables.  
The findings further revealed that there was no effect between payment delays and financial performance. Payment 
delays therefore does not affect NP or CR as there is no statistical significant association between them, this study 
findings are in line with  Cramer (1972) who alluded to the fact that delayed payment issues usually become 
problematic to handle as there was no straightforward statistics on the effect of payment delays on economic performance 
of a firm. Our conclusion however, is that late payments in commercial transactions by the public organizations  and 
private entities have detrimental effects on the business environment,  especially by exacerbating the burden of already 
financially constrained firms which can ultimately push them out of business. 
The study findings are highly recommended to contribute to the formation of a new theory that will explain which 
factor significantly affects financial performance, since payment delays do not affect performance, maybe other factors 
such as management style and strategies could have affected financial performance, or alternatively, maybe other 
sufficient financial performance measures which the researcher was not aware of could have been employed to test 
whether a relationship existed, as carton and Hofer (1972), still doubts if the subtle measures ever existed. The study 
findings further recommends that maybe in the long run a relationship might be testable and generalizable by using 
longitudinal studies. The study findings should enable the financial managers to formulate and implement sound 
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financial management to assess factors which are more likely to affect their financial performance as well as consider 
how payment delays affect other business operations and performance. 
The researchers’ data was restricted to those construction firms whose financial statements had been duly audited and 
were NCA registered. The researcher was limited to only 32 construction firms and omitted eight (8) firms’ data since 
they had significant outliers which could have influenced the end results of the study. The researcher was also limited to 
only 2 classes of ratios, profitability and liquidity as measures of financial performance. In regard to this study finding, 
the researcher recommends that a further research be done longitudinally so as to assess the effect of payment delays 
and financial performance. The researcher recommends that another study be conducted on the effect of payment delays 
on financial performance using leverage and efficiency ratios as indicators of financial performance. Further to that, the 
researcher recommends that similar research be carried out in different industries so as to have a better generalization. 
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